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THE EDITOR'S DIARY. 



Monday, July 1. Eailway Securities and the Money Market. 

We have received the following communication : 

" Sib, — In an article in the Editor's Diary of The Nobth American 
Review of recent date, ' President Roosevelt as an Ally of the Money 
Power,' it is stated that, by insisting upon the railroad and trust mag- 
nates obeying the laws regulating commerce as passed by Congress, and 
by trying to hold them responsible for their transgressions, President 
Roosevelt helps the money-lenders. 

" You say that our capitalists could not have been prevailed upon to 
furnish money when we began building our transcontinental roads, after 
the Civil War, unless they were enticed to do so by the expectation of 
great profits. They were not our capitalists who furnished the cash 
for the building of the Union Pacific, for they were rather small in those 
times, and would scarcely have been able to furnish it. It was the 
Government — the people — who loaned funds for the purpose, and a hard 
and long fight they had to make to get back their own, long after the 
Union Pacific was abundantly able to pay back Government loans. And, 
further, it was to foreign capital that the promoters of the enterprise 
had to look at that time to put the work through. 

" The country too thinly peopled in those times to permit the timid 
home capitalists to take ventures in far-off railroad enterprises ? Indeed ! 
Comparasiones sunt odiosce. But our neighbor, Canada, could afford to 
build her Pacific road through the wilderness, and the road has not had 
to be reorganized, like nearly every one of our trunk lines; the Canadian 
Pacific was honestly built, has not been over-capitalized, its accounts 
have been properly kept and balanced and there has not been any 
juggling with stocks, so far as we are aware. 

" No, sir. Those who have money to lend have always been ready to 
invest in safe enterprises at a fair or even relatively low rate of interest ; 
if they now refuse to lend the big railroad and other corporations any 
more money at less than five and six per cent, on short-time notes, they 
have a very good reason for it. They have at last taken the lesson to 
heart that the great magnates have not been and are not as honest as 
they should be, and that they are apt to loot the treasury of the roads 
they have taken possession of by stock manipulations, in the same way 
as, 1>ut on a larger scale than, their forebears. 
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" To be sure, they are ever ready to invite the dear public to come 
into the game, and bring the funds which help to fill the coffers of the 
great captains, and then? Caveat emptor! 

" Further, you opine that the six-per-cent. notes offered by the roads 
are to run just so long as Mr. Roosevelt's term will last? So it would 
seem that our worthy President has become an obstacle to the con- 
tinuance of our vaunted prosperity, and no sooner will he have left the 
White House than the great captains will find all the money they want 
again at four per cent. 

" I do not agree with this insinuation or indictment. So long as the 
railroad directors declare excessive dividends and enrich themselves and 
their friends, the money-lenders also will be entitled to five or six per 
cent, at least on their investments. Let the railroad directors declare 
fair dividends and put aside good sums of their surplus for maintenance, 
improvement and extension of their roads, and they will then not be 
obliged to go begging for money and put out notes at high interest. 
There is no reason why, at their present crisis, they should not be ready 
to part with some of the hoards they have made and help their own 
roads. 

" Carelessness in operating the roads, losses made by maintaining ex- 
cessive speed on roadbeds which cannot bear it without danger, insane 
competition among trunk lines, the building of unnecessary parallel 
lines and, last but not least, stock jugglery of the men in command — 
these are the main reasons, I think, of the present embarrassment and 
failure. 

" Much the same do we see when we look into the affairs of most of 
the trusts. They are all over-capitalized; they all force the producer 
to sell as cheaply as possible — and to them only; they have transgressed 
the Interstate Commerce Law, and all of them have taken rebates from 
the railroads whenever they could get them, in order to stifle competition 
and force out private competitors. 

" Everywhere and anywhere we turn our eyes we see the same hoggish 
greed to gain much, and more, and more, and never to be satisfied. That 
is the curse of our times, it seems, the eurse of the ' ring.' After Roose- 
velt leaves the White House, the plutocrats will not come in again to 
rule by dishonesty and extravagant luxury, as they have done; for such 
prosperity as we now enjoy is no longer wholesome; it is false, offensive 
and riotous, and the Booner we sober up the better it will be for the 
future of the country. 

" I am, sir, etc., 

" Leonard Webeb. 
" New York City." 

In the article to which Mr. Weber refers, we endeavored to call 
attention to the indications that the war on the railroads had al- 
ready brought distress, not only upon the roads, but upon those 
whom they serve. Upon this point we said : 
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" Billions of dollars are needed immediately for a great expansion of 
facilities to meet obvious requirements and, for the first time in the 
history of the country, cannot be obtained. Bonds of the strongest rail- 
way corporations in the world are a drug on the market, and new issues 
for pressing needs are not dreamed of. Instead of being able to fund 
obligations at low rates of interest, nearly every large railway company 
has been compelled to pay excessive sums for temporary accommodations, 
thus inevitably inducing retrenchment in expenditures when extension 
of facilities is the chief need of both producer and consumer." 

Not only is this statement absolutely true, but, since these 
words were printed, and since Mr. Weber's communication was 
received, Mr. Koosevelt has given public utterance to his own 
recognition of the threatened danger to the roads, to the shippers 
and to the country, which has resulted from his own war upon the 
railroads, while he has asserted, in his own words, the actual ex- 
istence of the conditions set forth in the above quotation. All 
this he did in his recent speech at Indianapolis. 

Mr. Weber, recognizing also that the railroads are paying high 
rates of interest for temporary accommodation, declares himself 
an unbeliever in our assertion that Mr. Eooeevelt is " to-day, un- 
consciously, of course, the most effective ally of the money-lending 
power in the world, and bears a responsibility for a retrogressive 
movement surcharged with possibilities of disaster to the country 
and the people." 

We are told that it is not Mr. lloosevelt or the war that he 
has stirred up which is the compelling cause of the inability of 
the railroads to sell new bonds, and of the ability of the money- 
lenders to exact from them high rates of interest for temporary 
accommodation. We are told that, on the contrary, these ills have 
fallen on the railroads on account of the dishonesty of their 
officers and directors; because they have declared excessive divi- 
dends ; because they have lost vast sums of money by " maintain- 
ing excessive speed on roadbeds which cannot bear it without 
danger " ; because of " insane competition among trunk lines — 
the building of unnecessary parallel lines, and, last but not least, 
stock jugglery of the men in command." 

The temper of Mr. Weber's letter is significant It is the temper 
of war, and is, therefore, unreasoning. A short time ago, indeed, 
the atmosphere was so surcharged with the electricity of battle, 
that one who was taking part in the combat against the rail- 
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reads would not have listened to any reply or to any argu- 
ment that was advanced for the purpose of opposing reason 
to the outcries of battling champions. Now this has been, for- 
tunately, changed by the admission of the President himself that 
there has been much wild talk about over-capitalization, and that 
the railroads need friendly, and not hostile, treatment if they are 
to meet the demands of the country for the extension of transpor- 
tation facilities. 

The causes assigned by Mr. Weber for the present inability 
of the " strongest " roads — and it was to them expressly that we 
referred — to market securities, are not supported by the history 
of such securities. Before the present war on the roads, investors 
were content to buy good railroad bonds at prices which brought 
them a revenue of less than four per cent. It is only since the 
war was inaugurated that nearly all four-per-cent. railroad bonds 
have fallen below par. It is illustrative of the recklessness of the 
talk against railroads that the four-per-cent. bonds of the Union 
Pacific bring a little more than par, a significant reminder of the 
value of Government support instead of Government enmity. 
If the bad management of the railroads, and not the sudden hos- 
tility of politicians, were accountable for the loss of railroad 
credit with investors, the results would have been felt long ago. 
As a matter of fact, the investors were frightened and the money- 
lenders saw their chance of profit, immediately after the efforts 
of the politicians began to be formulated in legislation as well as 
in threats — legislation, it is well to repeat, that directly followed 
Mr. Koot's "warning" that, if the States did not act as Mr. 
Eoosevelt desires, the Federal Government would take away their 
constitutional powers by " judicial constructions." Not only were 
the State legislatures driven to enact predatory laws — for there 
is predatory politics, as well as " predatory plutocracy " and 
"predatory poverty" — but investors declined to buy railroad se- 
curities at prices for which the roads could afford to part with 
them. That this decline in the security market was due to sud- 
den war and to its promised continuance is shown by the fact 
that up to its breaking out investors had been willing, and glad, 
to put their money into railroad bonds. Now was the time for 
the money-lender, and he improved it. 

Not only is it not true that the bad management of the roads 
is accountable for the inability of the roads to sell their securities 
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at remunerative prices; not only, Mr. Eoosevelt confessing it, 
are the railroads not over-capitalized, but, as a matter of fact, 
over-capitalization of the ordinary stock corporation injures only 
those who subscribe and pay in the excessive capital; as to rail- 
roads, the belief that they differ from other corporations is 
fallacious. At the most, it can be said of railroads having no 
competition in States where there is no regulation, that they 
may fix rates at will, and in order to pay dividends on water. 
Most railroads have competition or are regulated, as to charges, 
by State or national laws; as to such railroads, the great ma- 
jority, the over-capitalization argument cannot apply. 

Nor, if it did, has the question anything to do with the price 
of bonds. Bonds represent a debt, and the interest on them must 
come out of earnings before any dividend is paid, whether the 
shares represent the true value of the profit or water. 

Again, how can it be said, in view of what the law has at- 
tempted, and accomplished, in the way of preventing competition, 
that "insane competition among the trunk lines" has aided to 
imperil the credit of the roads ? The purpose of regulation has 
been to compel competition by keeping parallel lines in mutually 
independent or even antagonistic hands, while it has also been 
its endeavor to deprive the public of the supposed fruits of com- 
petition by determining rates. 

Not only are the roads not over-capitalized; not only is over- 
capitalization impossible so far as most of the roads of this 
country are concerned ; not only are the other reasons — including 
the disastrous effect of fast trains and stock jugglery on the credit 
of the " strongest railway corporations " — not explanatory of the 
failure of credit among investors, but it is also true that Mr. 
Weber is wrong in saying that the payment of excessive dividends, 
and the consequent failure to "put aside good sums of their 
surplus for maintenance, improvement and extension," account 
for the " present crisis." As will readily be seen by any intelligent 
reader, this reason cannot be sound if the other reasons, already 
considered, are sound. But let that pass; both sets of reasons are 
unsound. It is not true that excessive dividends have been paid 
by the railroads of this country. 

The figures that will most readily convince a critic of the rail- 
roads are naturally those of the Interstate Commerce Commission. 
In 1900, the statistician of the Commission stated, in its annual 
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report, that the share capital of the railroad was about $6,000,- 
000,000. On only 3 per cent, of this stock was the dividend in 
excess of 8 per cent., while on 72 per cent, of the bonds the interest 
was less than 6 per cent. ; and it was while the management of the 
roads was notoriously worse than it is now that the roads were 
enabled to borrow readily on terms more advantageous than they 
can now obtain. The average return on bonds and stock to- 
gether was only 3.4 per cent. As Professor Seager says in his 
admirable " Introduction to Economics," the interest and dividend 
which the railroads pay to investors " seem, when the risks con- 
nected with such enterprises are considered, scarcely a fair, and 
certainly not an excessive, return." 

One fact more may be added from Professor Veditz's Ameri- 
can edition of the " Principles of Political Economy " by Pro- 
fessor Charles Guide, lecturer on Economics at the Paris Law 
School. Professor Guide says: "The average cost per mile for 
road and equipment in the United States is about $50,000, in Ger- 
many it is about $120,000, in France $130,000 and in England 
considerably more." As a matter of fact, the actual cost of road 
and equipment in the United States was, in 1900, a good deal more 
than the par value of the shares of stock placed on the market by 
the corporations and about equal to the total of the bonds and 
stock. There is no reason to be found in the physical value of the 
roads; in the amount of their business; in their prospects for the 
future; nor in the character of their management, which can 
account for the difficulty of selling securities in order to raise 
money to carry on work needed by the country; and, therefore, 
it is fair to say that the existing state of the public mind, which 
has been brought about by the war upon the roads and the threats 
of future war, is responsible for evils which the railroads are 
now experiencing — evils in which the whole country must share, 
if there does not come a change over the minds of a large body 
of men who have been stirred to the depths by such assertions and 
such reasoning as we have endeavored to answer. Fortunately, 
tixe leader of the disaster-breeding movement has shown some 
signs of withdrawal from his advanced position ; but, on the other 
hand, there are, also, signs that the lesson which he has im- 
parted cannot be eradicated from receptive minds without serious 
and persistent teaching such as that which saved the country 
from the silver craze of 1896. 



